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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

Transmitted  herewith  is  the  report  on  the  audit  of  the  Department 
of  State  Lands  for  the  year  ended  June  30,  1976. 

The  audit  was  conducted  by  Mark  Standall,  C.P.A. ,  P.C.,  under  a 
contract  between  the  firm  and  our  office.   The  comments  and  recommen- 
dations contained  in  this  report  represent  the  views  of  the  firm  and  not 
necessarily  the  Legislative  Auditor. 

The  agency's  v/ritten  response  to  the  report  recommendations  is 
included  in  the  back  of  the  audit  report. 

Respectfully  submitted. 


Morris  L.  Brusett,  C.P.A. 
Legislative  Auditor 


OVERVIEW 
AUDIT  OF  DEPRATMENT  OF  STATE  LANDS 
December  1976 

INTRODUCTION 

The  audit  of  the  Department  of  State  Lands  was  a  financial  compliance 
audit.  The  purpose  of  the  audit  was  to  determine  whether  the  financial 
operations  of  the  Agency  were  properly  conducted,  whether  the  financial 
statements  presented  fairly  the  financial  position  of  the  Agency  at  the 
close  of  the  period  under  audit  and  the  changes  in  fund  balance  for  the 
period,  and  whether  the  Agency  had  complied  with  the  state  laws  and 
regulations. 

The  audit  related  to  the  fiscal  year  ended  June  30,  1976,  and 
resulted  in  an  adverse  opinion  on  the  financial  statements.   An  adverse 
opinion  means  that  there  are  material  deficiencies  in  the  application  of 
generally  accepted  accounting  principles.   The  reasons  for  the  adverse 
opinion  are  stated  in  the  audit  report. 

The  audit  report  contains  twenty  recommendations,  which  were 
discussed  with  the  Commissioner.   All  but  one  of  the  recommendations 
were  concurred  with,  exception  being  taken  as  to  whether  state  employees 
are  in  fact  subject  to  the  provisions  of  the  Fair  Labor  Standards  Act. 
SYNOPSIS  OF  MAJOR  FINDINGS 

An  important  part  of  the  services  rendered  to  the  state  by  the 
Lands  Department  is  the  maintenance  and  stewardship  of  land  ownership 
records.   Continued  manual  use  of  these  records  by  the  government  and 
the  public  may  eventually  result  in  unreclaimable  deterioration.   To 
guard  against  this  eventuality  and  also  to  provide  protection  from 
casualty  loss,  we  recommend  that  funds  be  provided  for  these  records  to 
be  microfilmed  and  then  safely  stored. 
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To  comply  with  regulations  as  well  as  accounting  principles,  the 
department  needs  to  formalize  the  accounting  for  fixed  assets  within  its 
jurisdiction  and  should  prepare  annual  financial  statements  to  present 
financial  condition  and  operating  results. 

Several  recommendations  toward  strengthening  internal  control 
procedures  relating  to  cash  received,  payroll,  leave  record,  travel 
expense  and  general  disbursements  were  presented  and  concurred  with. 

Prior  audit  recommendations  to  acclerate  selection  of  indemnity 
in-lieu  lands  and  the  sale  of  miscellaneous  small  land  parcels  were  re- 
emphasized. 

A  further  recommendation  was  that  legislation  be  considered  to  fix 
responsibility  to  inventory  all  lands  held  in  the  name  of  the  various 
state  agencies  and  to  verify  proper  ownership  recording. 
CONCLUSION 

Of  these  foregoing  major  items,  two  are  outside  the  jurisdiction 
of  the  Department  and  depend  upon  legislative  action  for  any  implementation. 
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SUMMARY  OF  RECOMMENDATIONS 

As  a  separate  section  in  the  front  of  each  audit  report  we  include  a 
listing  of  all  recommendations  together  with  a  notation  as  to  whether 
the  agency  concurs  or  does  not  concur  with  each  recommendation.   This 
listing  serves  as  a  means  of  summarizing  the  recommendations  contained 
in  the  report  and  the  audited  agency's  reply  thereto  and  also  as  a  ready 
reference  to  the  supporting  comments.   The  full  reply  of  the  Department 
of  State  Lands  is  included  in  the  back  of  this  report. 


As  a  minimum,  the  land  ownership  documents  be 
microfilmed  immediately  and  the  originals  then 
be  transferred  to  the  protection  of  the  archives. 

Agency  Reply:   Concur.   See  page  14. 

Prepare  annual  financial  statements  for  submission  to 
the  Department  of  Administration,  that  will  present 
the  financial  conditions  of  the  state  funds  and 
accounts  for  which  the  Land  Department  has 
responsibility  and  the  operations  for  the  year. 

Agency  Reply:   Concur.   See  page  14. 

Incoming  cash  items  be  restrictively  endorsed  and 
recorded  or  logged  at  the  mail  opening  point  and 
that  transfer  receipts  be  used. 

Agency  Reply:   Concur.   See  page  15. 

The  receipt  notice  forms  be  pre-numbered  when  printed. 

Agency  Reply:   Concur.   See  page  15. 

Undertake  a  physical  inventory  and  appraisal  of  equip- 
ment annually,  and  adjust  the  records  accordingly. 

Agency  Reply:   Concur.   See  page  15. 

Establish  general  ledger  control  accounts  for  fixed 
assets  with  supporting  detail  ledger.   These  records 
be  reconciled  monthly  with  SBAS  expenditure  and 
receipt  reports. 

Agency  Reply:   Concur.   See  page  15. 

Prepare  and  include  a  statement  of  changes  in  fixed 
assets  with  annual  financial  statements. 

Agency  Reply:   Concur.   See  page  15. 

Account  for  and  report  fixed  assets  by  source  of 
financing . 

Agency  Reply:   Concur.   See  page  15. 

iii 


Page 


SUMMARY  OF  RECOMMENDATIONS  (Continued) 

Page 
Prepare  an  index  of  the  vault  contents,  including  a 

chart  of  locations.  4 

Agency  Reply:   Concur.   See  page  15. 

Review  its  procedures  for  obtaining  price  quotations, 
issuing  requisitions  and  receiving  purchases,  with 
the  objective  of  a  closer  compliance  with  procedures 
prescribed  by  the  administrative  manual.  5 

Agency  Reply:   Concur.   See  page  16. 

Require  that  all  disbursing  forms  be  pre-numbered  when 

printed,  to  the  extent  feasible.  5 

Agency  Reply:   Concur.   See  page  16. 

Require  vendors  invoices  be  stamped  to  indicate  they 
have  been  processed  by  the  Lands  Department,  to 
prevent  their  being  re-submitted  for  payment.  5 

Agency  Reply:   Concur.   See  page  16. 

Consider  a  possible  separation  of  some  of  these  duties.  5 

Agency  Reply:   Concur.   See  page  16. 

Review  this  prar.tice  in  the  light  of  the  Federal  Fair 
Labor  Standards  Act  which  prohibits  extending 
compensatory  time  balances  over  several  pay  periods.  5 

Agency  Reply:   Do  not  concur.   See  page  16. 

Employees  be  encouiaged  to  properly  endorse  pay  warrants.         5 

Agency  Reply:   Concur.   See  page  17. 

Provide  for  periodic  detailed  review  of  employee  leave 
records  by  someone  other  than  the  clerk  who  maintains 
them.  g 

Agency  Reply:   Concur.   See  page  17. 

Set  up  a  more  thorough  review  program  to  verify  mileage 
claimed  and  to  determine  that  the  most  economical 
means  of  transportation  was  used.  6 

Agency  Reply:   Concur.   See  page  17. 
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SUMMARY  OF  RECOMMENDATIONS  (Continued) 


Page 


A  program  be  undertaken  to  inventory  all  lands  held  in 
the  name  of  the  state  and  that  proper  recording  be 
verified.  6 

Agency  Reply:   Concur.   However,  legislation  is 
probably  needed  to  designate  responsibilities. 
See  page  17. 

Initiate  a  concerted  effort  to  select  the  remaining 
lands  available  to  the  state  as  a  result  of  federal 
grants.  7 

Agency  Reply:   The  agency  will  comply  when  the 
selection  is  most  advantageous  to  the  state.   See 
page  17. 

Review  its  files  to  determine  the  extent  to  which  small 
parcels  withheld  from  sale  exist,  reevaluate  the 
reasons  for  originally  withholding  these  parcels 
from  sale,  and  take  appropriate  action  to  insure 
that  the  state  realizes  maximum  benefit  from  this 
land.  7 

Agency  Reply:   Concur.   See  page  18. 


MEMBERS  OF  THE  AMERICAN  INSTITUTE  Of  CERTIFIED  PUBLIC  ACCOUNTANTS 

Mark  Standall,  c.p.a.,  p.c. 

CERTIFIED  PUBLIC  ACCOUNTANTS 

Butte,  Montana 


Legislative  Audit  Committee 

of  the  Montana  State  Legislature; 


We  have  examined  the  balance  sheet  of  the  Department  of  State  Lands  as 
of  June  30,  1976  and  the  related  statements  for  changes  in  fund  balance, 
revenue,  expenditures  by  object  and  appropriations  and  expenditures  for 
the  fiscal  year  ther  ended.   Our  examination  was  made  in  accordance  with 
generally  accepted  auditing  standards  and  included  such  tests  of  the 
accounting  records  and  such  other  auditing  procedures  as  we  considered 
necessary  in  the  circumstances. 

The  scope  of  our  engagement  did  not  include  examination  of  investments 
of  the  Trust  and  Legacy  Funds,  which  were  to  be  examined  by  other 
auditors. 

In  its  report  on  an  audit  of  the  Board  of  Investments  for  the  fiscal 
year  ended  June,  30,  1975,  the  legislative  auditor's  office  reported  an 
over-distribution  of  the  permanent  school  fund  of  approximately  $2,447,110, 
which  amount  is  to  be  restored  from  current  and  future  funds.   It  is  our 
understanding  that  although  steps  are  now  being  taken  to  assess  and 
correct  this  error,  the  situation  was  much  the  same  at  June  30,  1976. 
Provision  for  this  correction  does  not  appear  in  the  accompanying  financial 
statements. 

The  appropriation  for  OWRC  Bentonite  Reclamation  of  $51,575.00  was 
reclassified  and  re-appropriated  without  removing  the  original  appro- 
priation from  the  accounting  records.   This  results  in  an  overstatment 
of  appropriations  and  unexpired  appropriations  of  $51,575.00. 

The  Department  of  State  Lands  does  not  maintain  formal  accounting  records 
for  fixed  assets  and,  therefore,  a  statement  of  general  fixed  assets 
does  not  appear  in  the  accompanying  financial  statements. 

Due  to  the  material  nature  of  the  above  described  errors  and  omissions, 
in  our  opinion  the  accompanying  financial  statements  of  the  Department 
of  State  Lands  do  not  fairly  present  the  financial  position  of  the 
Department  at  June  30,  1976,  and  the  results  of  its  operations  and 
changes  in  fund  balances  for  the  year  then  ended  in  conformity  with 
generally  accepted  accounting  principles. 
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Mark  Standall,  C.P.A. ,  P 
December  10,  1976 
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0  M  M   E   N   T 


General 

The  Department  of  State  Lands  is  provided  for  in  title  82A,  chapter  11, 
R.C.M.  1947  and  preceding  legislation.   Article  X,  chapter  4  of  the 
state  constitution  provides  for  a  board  of  land  conmissioners  (hereafter 
called  the  land  board)  consisting  of  the  governor,  superintendent  of 
public  instruction,  auditor,  secretary  of  state  and  attorney  general. 
The  directions  of  the  land  board  are  carried  out  by  the  commissioner  of 
state  lands  who  is  appointed  by  the  governor  subject  to  consent  of  the 
Senate.   The  commissioner  of  state  lands  is  premarily  responsilbe  to 
the  land  board  for  thee  administration  of  the  functions  vested  in  the 
department  except  for  those  functions  specifically  assigned  to  the  state 
forester,  who  is  also  responsilbe  directly  to  the  land  board. 

Pursuant  to  constitutional  and  legislative  provision,  the  land  board  is 
to  exercise  general  authority,  direction,  and  control  over  the  care, 
management,  and  disposition  of  state  lands,  and  subject  to  the  investment 
authority  of  the  board  of  investments,  the  funds  arising  from  the  leasing, 
use,  sale,  and  dispostition  of  those  lands  or  otherwise  coming  under  its 
administration.   (Section  81-103  R.C.M.  1947) 

Our  examination  of  the  land  department  did  not  include  the  Office  of  the 
State  Forester. 

Prior  Audit  Recommenuations 

The  Department  was  last  audited  by  the  Office  of  the  Legislative  Auditor 
for  the  year  ended  Jane  30,  1969.   The  audit  report  included  some  57 
recommendations,  most  of  which  were  subsequently  implemented. 

Although  Department  officials  have  expressed  appreciation  for  the  many 
improvements  which  developed  from  those  recommendations,  our  examination 
indicated  the  following  have  not  as  yet  been  fully  implemented: 

Prepare  annual  financial  statements. 

Record  or  log  cash  immediately  at  point  of  mail  opening. 

Eliminate  maintenance  of  individual  card  file  for  certificates 
of  purchase. 

The  state  controller  issue  instructions  for  the  amortization  of 
investment  premiums  and  discounts. 

Establish  fixed  asset  values,  control  accounts,  and  subsidiary 
records.   (Partially  complied  with.) 

Take  physical  inventories  of  equipment  annually  and  adjust  records 
accordingly. 

Include  fixed  asset  statement  by  source  of  financing  in  annual 
financial  statements. 
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Establish  a  program  for  storage  and  retention  of  records  (micro- 
filming) . 

Concentrate  effort  to  select  indemnity  in-lieu  lands. 

Initiate  action  necessary  for  the  board  to  realize  maximum  benefit 
from  small  parcels  of  state-owned  lands. 

Require  that  all  legal  control  forms  be  pre-numbered  when  printed. 

Each  of  the  foregoing,  except  for  the  reference  to  the  card  file  for 
certificates  of  purchase,  is  incorporated  among  our  comments  and  recom- 
mendations which  follow. 

Microfilming  of  Documents 

The  prior  auditors  recommended  that  "the  department  confer  with  the 
state  controller  to  establish  a  positive  program  for  the  microfilming 
and  retention  of  agency  records".   Department  officials  have  indicated 
that  all  preliminary  steps  for  microfilming  have  been  taken,  but  the 
legislative  appropriation  for  implementation  has  not  been  forthcoming. 

The  recommendation  referred  to  above  was  apparently  made  from  the  viewpoint 
of  facilitating  storage  of  files  by  microfilming.   In  addition  to  that 
valid  application,  there  is  also  the  protection  of  documents  to  be 
considered.   Valuable  and  irreplaceable  papers  are  becoming  brittle  from 
age  and  worn  from  handling,  and  are  inadequately  protected  from  possible 
destructive  hazards. 

Recommendation 

We  recommend  that: 

As  a  minimum,  the  land  ownership  documents  be  microfilmed  imme- 
diately and  the  originals  then  be  transfered  to  the  protection 
of  the  archives. 

Financial  Statements 

Each  state  agency  is  required  by  law  (Section  59-701,  R.C.M.  1947)  to 
prepare  and  submit  financial  statements  to  the  department  of  administration. 

Recommendation 

We  recommend  that: 

The  land  department  prepare  annual  financial  statements  for  sub- 
mission to  the  department  of  administration,  that  will  present 
the  financial  conditions  of  the  state  funds  and  accounts  for 
which  the  land  department  has  responsibility  and  the  operations 
for  the  year. 
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Internal  Control  Over  Cash 

The  department  has  esuablished  a  central  point  for  opening  mail  which  is 
date  stamped  and  distributed.   Cash  items  are  handed  to  the  cashier  for 
initial  entry  into  the  system. 

Recommendation 

We  recommend  that: 

1.  In  accordance  with  prescribed  procedures,  incoming  cash  items 
be  restrictively  endorsed  and  recorded  or  logged  at  the  mail 
opening  point  and  that  transfer  receipts  be  used. 

2.  The  receipt  notice  forms  be  pre-numbered  when  printed. 


Fixed  Assets 

Management  Memo  70-17,  dated  June  30,  1970  states  that  each  state  agency 
is  responsible  for  the  management  of  all  state  property  within  its 
jurisdiction. 

The  lands  department  maintains  a  record  of  index  numbers  c-nd  costs  for 
equipment  owned.   Occasional  physical  count  of  equipment  items  is  undertaken 
and  recorded,  although  no  attempt  is  made  to  reconcile  equipment  expenditures 
with  entries  in  the  equipment  record.   The  department  maintains  a  card 
file  inventory  of  grant  lands  indicating  use  and  potential  use,  and  the 
cards  are  updated  at  ten-year  intervals  as  leases  are  renewed.   No  index 
or  catalogue  is  maintained  to  indentify  and  locate  the  various  documents, 
files  and  binders  which  are  stored  in  the  department's  vault. 

Recommendation 

We  recommend  that  the  department: 

1.  Undertake  a  physical  inventory  and  appraisal  of  equipment 
annually,  and  adjust  the  records  accordingly. 

2.  Establish  general  ledger  control  accounts  for  fixed  assets 
with  supporcing  detail  ledger.   These  records  be  reconciled 
monthly  witn  SBAS  expenditure  and  receipt  reports. 

3.  Prepare  and  include  a  statement  of  changes  in  fixed  assets 
with  annual  financial  statements. 

4.  Account  for  and  report  fixed  assets  by  source  of  financing. 

5.  Prepare  an  index  of  the  vault  contents,  including  a  chart  of 
locations. 
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Disbursements 

Purchases  of  supplies,  occasional  equipment  and  payment  of  recurring 
expenses  are  not  of  material  size  or  quantity,  and  do  not  require  the 
full-time  attention  cf  the  personnel  handling  these  duties.   Consequently, 
we  noted  that  internal  control  porcedures  in  this  area  were  somewhat 
loose. 

Recommendation 

We  recommend  that  the  department: 

1.  Review  its  procedures  for  obtaining  price  quotations,  issuing 
requisitions  and  receiving  purchases,  with  the  objective  of 

a  closer  compliance  with  procedures  prescribed  by  the 
administrative  manual. 

2.  Require  that  all  disbursing  forms  be  pre-numbered  when  printed, 
to  the  extent  feasible. 

3.  Require  vendors  invoices  be  stamped  to  indicate  they  have 
been  processed  by  the  lands  department,  to  prevent  their 
being  re-submitted  for  payment. 

Payroll 

One  clerk  prepares  the  payroll,  sends  in  and  controls  computer  sheets, 
makes  corrections,  picks  up  checks  and  maintains  leave  records. 

Recommendat  ion 

We  recommend  that : 

The  Department  consider  a  possible  separation  of  some  of  these 
duties. 

Of  necessity,  some  field  personnel  work  overtime  hours  during  peak 
periods.   They  are  paid  at  their  regular  rate  and  allowed  compensatory 
time  off  during  slack  periods  which  may  occur  some  time  later. 

Recommendat  ion 

We  recommend  that : 

The  Department  review  this  practice  in  the  light  of  the  Federal 
Fair  Labor  Standards  Act  which  prohibits  extending  compensatory 
time  balances  over  several  pay  periods. 

In  our  examination  of  cancelled  warrants  we  noted  the  absence  of  endorsements 
in  many  instances. 

Recommendation 

We  recommend  that : 

Employees  be  encouraged  to  properly  endorse  pay  warrants. 
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Employee  Leave  Records 

Our  examination  of  employee  leave  records  revealed  a  profusion  of  clerical 
errors. 

Recommendation 

We  recommend  that: 

The  Department  provide  for  periodic  detailed  review  of  employee 
leave  records  by  someone  other  than  the  clerk  who  maintains  them. 

Employee  Travel  Expense 

Travel  claims  are  checked  by  the  department  for  proper  authorization  and 
for  accuracy  of  calculations. 

Recommendat  ion 

We  recommend  that : 

The  Department  set  up  a  more  thorough  review  program  to  verify 
mileage  claimed  and  to  determine  that  the  most  economical  means 
of  transportation  was  used. 

Land  Ownership 

In  our  verification  of  affidavits  establishing  the  proper  recording  of 
land  ownership  we  did  not  find  any  irregularities  in  the  "state  lands" 
documents.   It  came  to  our  attention,  however,  that  deeds  held  by  other 
departments  may  not  be  properly  recorded. 

Recommendation 

We  recommend  that : 

A  program  be  undertaken  to  inventory  all  lands  held  in  the  name 
of  the  state  and  that  proper  recording  be  verified. 

Selection  of  Indemity  In-Lieu  Lands 

Large  quantities  of  previously  held  federal  land  have  been  granted  at 
various  times  to  the  state  under  a  number  of  federal  laws.   The  general 
purpose  of  these  grants  was  to  provide  a  financial  base  for  the  support 
of  educational  and  other  institutions.   In  this  connection,  sections  16 
and  36  of  every  township,  encompassing  over  5.2  million  acres  were 
granted  by  the  federal  government.   In  numerous  instances,  however,  some 
of  the  land  included  in  sections  16  and  36  had  been  homesteaded  or  had 
mining  claims  filed  on  it  prior  to  the  passage  of  the  federal  act.   Some 
of  the  land  was  located  within  the  boundaries  of  Indian  reservations,  or 
had  been  withdrawn  by  the  federal  government  for  natural  forests  or 
recreation  areas.   Because  these  lands  were  not  available  to  the  state 
as  intended  in  the  grant,  the  state  was  allowed  to  select  certain  other 
land  as  an  indemnity. 
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Section  81-301,  R.C.M.  1947,  charges  the  land  department  with  the  responsi- 
bility of  diligently  and  expeditiously  selecting  all  land  granted  to  the 
state  so  that  the  state  may  receive  the  use  of  all  lands  under  the 
various  grants.   As  of  June  30,  1976,  approximately  22,902.38  acres  of 
land  had  not  yet  been  selected  by  the  state.   In  addition,  approximately 
3,661  acres  have  been  selected  and  approval  is  pending  the  outcome  of 
litigation,  and  another  selection  of  approximately  778  acres  Is  expected 
to  be  approved. 

Recommendation 

We  recommend  that : 

The  Department  initiate  a  concerted  effort  to  select  the  remaining 
lands  available  to  the  state  as  a  result  of  federal  grants. 

Small  Parcels  of  Land  Retained  by  the  State 

In  the  past,  the  state  has  sold  land,  but  for  various  purposes,  retained 
small  parcels  within  the  tract  sold.   Because  of  this  practice,  the 
state  is  losing  revenue  which  w  6ld  otherwise  be  available  if  the  land 
were  leased  or  sold.   The  extent  and  value  of  these  small  parcels  is 
unknown,  and  according  to  land  department  officials,  such  information 
would  necessitate  a  review  of  all  land  sale  records. 

Recommendat  ion 

We  recommend  that : 

The  land  department  review  its  files  to  determine  the  extent  to 
which  small  parcels  withheld  from  sale  exist,  reevaluate  the 
reasons  for  originally  withholding  these  parcels  from  sale,  and 
take  appropriate  action  to  insure  that  the  state  realizes  maximum 
benefit  from  this  land. 


Final  Comment 

We  have  reviewed  the  comments  and  recommendations  contained  in  this 
report  with  the  Department's  acting  commissioner  and  centralized  services 
administrator. 

We  wish  to  express  our  appreciation  to  those  officials  and  their  staff 
for  their  cooperation,  assistance  and  courtesies  in  this  audit. 


Mark  Standall,  C.P.A.,  P.C.  " 

December  10,  1976 
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DEPARTMENT  OF  STATE  LANDS 

STATEMENT  OF  APPROPRIATIONS  AND  EXPENDITURES 
ALL  FUNDS 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1976 


General  Fund : 

Saline-Alkali  Study 
Land  Administration 
Reclamation 
Central  Management 
Central  Mgmnt-County  Grant 


1975/1976 
Appropriations 


220,769.00 
174,237.00 
350,779.00 
299,830.00 
175,000.00 


Expenditures 


219,925.52 
137,832.19 
325,353.47 
278,251.80 
175,000.00 


Unexpired 
Balance 


843.48 
36,404.81 
25,425.53 
21,578.20 


$  1,220,615.00   $  1,136,362.98   $  84,252.02 


Earmarked  Revenue; 

Resource  Development 
Land  Reclamation 


$ 

346,344.00 

$ 

179,227.39 

$  167,116.61 

20,000.00 

5,950.00 

14,050.00 

$ 

366,344.00 

$ 

185,177.39 

$  181,166.61 

Federal  &  Private  Revenue  Fund: 

OWRC  Bentonite  Reclamation 

OWRC  Bentonite  Research 

PP  &  L  Assessment 

OWRC  Soil  Survey 

CETA  Grant 

ASARCO  Impact  Study 


51,575.00 

51,575.00 

3,310.00 

25,000.00 

6,299.00 

3,310.00 


29,047.02 
2,517.85 
3,947.12 


51,575.00 

22,527.98 

792.15 

21,052.88 

6,299.00 

3,310.00 


$   141,069.00   $    35,511.99   $  105,557.01 


Federal  &  Private  Grant  Clearance  Fund: 

Decker  Impact  Grant  Funds      $  63,983.00 

OWRC  Saline  Seep  18,000.00 

OWRC  No-Till  Drill  Project  49,000.00 


130,983.00 


48,984.40 
15,000.00 
42,000.00 


105,984.40 


$  1,859,011.00   $  1,463,036.76 


$  14,998.60 
3,000.00 
7,000.00 

$  24,998.60 

$  395,974.24 


The  accompanying  notes  are  an  integral  part  of  these  financial  statements. 
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DEPARTMENT  OF  STATE  LANDS 

N'oces  to  the  Financial  Statements 
Fiscal  Year  Ended  June  30,  1976 

1.  Summary  of  Significant  Accounting  Policies 

The  preceding  financial  statements  were  prepared  from  the  Statewide 
Budgeting  and  Accounting  System  (SBAS) . 

The  State  of  Montana  utilizes  the  modified  accrual  basis  of  accounting. 
Modified  accrual  is  defined  as  "that  method  of  accounting  in  which 
expenditures  are  recorded  on  the  basis  of  valid  obligations  and  revenues 
are  recorded  when  received  in  cash.   At  the  end  of  a  fiscal  year,  all 
valid  obligations  against  an  appropriation  are  to  be  accrued  as  expenditures 
as  provided  by  law.'"   (Montana  Administrative  Manual  2-0240.40) 

2.  General  Fixed  Assets  and  Depreciation 

General  fixed  assets  purchased  are  recorded  as  expenditures  in  the 
various  funds  at  the  time  of  purchase.   Such  assets  are  not  capitalized 
at  cost  in  a  general  fixed  assets  group  of  accounts  and  depreciation  is 
not  provided  on  general  fixed  assets, 

3.  Retirement  Plan 

Employees  of  the  land  department  are  covered  by  the  Public  Employees' 
Retirement  System,  a  contributory  plan  under  which  the  state  contributes 
5.55  percent  of  an  employee's  gross  wages  and  the  employee  contributes  6 
percent  of  his  gross  wages  to  the  plan.   The  state's  policy  is  to  fund 
accrued  pension  costs. 

4.  Vacation  and  Sick  Pay 

Liabilities  incurred  because  of  employees'  unused  vacation  and  sick  pay 
are  not  recorded.   The  related  expenditures  are  recorded  when  paid. 
Permanent  employees  are  allowed  to  accumulate  and  carry  over  into  a  new 
calendar  year  a  maximum  of  two  times  their  annual  accumulation  of  vacation. 
Upon  termination,  qualifying  permanent  employees  having  unused  accumulated 
vacation  and  sick  leave  receive  payament  for  vacation  on  a  100  percent 
basis  and  sick  leave  on  a  25  percent  basis.   The  amount  of  the  liability 
associated  with  unused,  accumulated  vacation  and  sick  leave  at  June  30,  1976, 
is  not  readily  determinable  under  the  statewide  accounting  system. 

5.  Contingent  Liabilities 

Several  litigations  are  currently  pending  agains  the  Department,  none  of 
which  seak  pecuniary  judgment  nor  are  apt  to  result  in  any  monetary  liability 
in  the  opinion  of  the  Department's  counsel. 
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MONTANA  LEGISLATIVE  AUi 


Mr.  Morris  L.  Brusett,  Legislative  Auditor 
Office  of  the  Legislative  Auditor 
State  Capitol 
Helena.  MT  59601 

Dear  Mr.  Brusett: 

In  accordance  with  your  request,  the  following  is  our  response  to 
the  recommendations  made  in  the  audit  report  of  the  Department  of  State 
Lands: 

RecoBimendatlon,  Page  3. 

We  recommend  that: 

As  a  minimum,  the  land  ownership  documents  be  microfilmed 
immediately  and  the  originals  then  be  transferred  to  the 
protection  of  the  archives. 

1.   We  concur.  The  Department  submitted  a  request  to  the  1975  Legislature 
for  funds  to  microfilm  these  documents.  The  request  was  deleted  from 
the  Department's  approved  budget.  As  the  Department  does  not  have  funds 
in  its  present  budget  for  microfilming,  we  have  again  prepared  a  budget 
request  to  the  1977  Legislature  for  microfilming  funds. 

Recommendation,  Page  3. 

We  recommend  that: 

The  land  department  prepare  annual  financial  statements 
for  submission  to  the  department  of  administration,  that 
will  present  the  financial  conditions  of  the  state  funds 
and  accounts  for  which  the  land  department  has  responsi- 
bility and  the  operations  for  the  year. 

1.   We  concur.  Steps  will  be  taken  to  prepare  annual  financial  statements 
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Recommendation,  Page  4. 
We  recoimaend  that: 

1.  In  accordance  with  prescribed  procedures,  incoming 
cash  items  be  restrictively  endorsed  and  recorded 

or  logged  at  the  mail  opening  point  and  that  transfer 
receipts  be  used. 

2.  The  receipt  notice  forms  be  pre-numbered  when  printed. 

1.  In  order  to  implement  this  recotrniendation,  the  Department  will  have 
to  secure  funding  for  additional  position  to  handle  the  mail.  At  present, 
the  Department  receives  from  5  to  500  checks  per  day,  together  with 
numerous  other  pieces  of  mail.  The  Department  makes  every  effort  to 
deposit  daily  all  incoming  checks.  When  the  mail  is  heavy,  we  have  from 

5  to  6  people  at  the  mail  desk  in  order  to  get  the  mail  opened  and 
processed  for  the  day.  The  Department  does  not  presently  have  an  adequate 
staff  to  assign  a  clerk  to  endorse,  and  record  checks  at  the  mail  open- 
ing point;  although  we  concur  that  it  is  a  more  advantageous  procedure. 

2.  The  receipt  notice  forms  could  be  pre-numbered.  However,  Management 
Systems  recommends  that  we  start  from  number  1  on  the  1st  of  July  each 
year.  The  Department  processes  from  15,000  to  16,000  reception  notices 
per  year.  Unused  pre-numbered  forms  would  have  to  be  disposed  of  at  the 
end  of  the  fiscal  year.  The  Department  concurs  in  the  recommendation. 

Recommendation,  Page  4. 

We  recoiamend  that  the  department: 

1.  Undertake  a  physical  inventory  and  appraisal  of 
equipment  annually,  and  adjust  the  records  accordingly. 

2.  Establish  general  ledger  control  accounts  for  fixed 
assets  with  supporting  detail  ledger.   These  records 

be  reconciled  monthly  with  SBAS  expenditure  and  receipt 
reports. 

3.  Prepare  and  include  a  statement  of  changes  in  fixed 
assets  with  annual  financial  statements. 

4.  Account  for  and  report  fixed  assets  by  source  of 
financing. 

5.  Prepare  an  index  of  the  vault  contents,  including  a 
chart  of  locations. 

1.   We  concur  with  all  of  the  above  recommendations.  An  Inventory  of 
Records  was  made  and  submitted  to  the  Montana  Historical  Society,  State 
Archives  on  August  2,  1972  and  is  still  sufficient. 
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Recommendation,  Page  5. 

We  recommend  that  the  department: 

1.  Review  its  procedures  for  obtaining  price  quotations, 
issuing  requisitions  and  receiving  purchases,  with 
the  objective  of  a  closer  compliance  with  procedures 
prescribed  by  the  administrative  manual. 

2.  Require  that  all  disbursing  forms  be  pre-numbered  when 
printed,  to  the  extent  feasible. 

3.  Require  vendors  invoices  be  stamped  to  indicate  they 
have  been  processed  by  the  lands  department,  to  prevent 
their  being  re-submitted  for  payment. 

1.   We  concur  with  all  of  the  above  recommendations. 

Recommendation,  Page  5. 

We  recommend  that : 

The  department  consider  a  possible  separation  of  some  of 
these  duties. 

1.   We  concur.  However,  seperation  of  duties  in  a  small  department 
such  as  ours  is  often  difficult  because  of  limited  staffing. 

Recommendation,  Page  5. 

We  recommend  that : 

The  department  review  this  practice  in  the  light  of 
the  Federal  Fair  Labor  Standards  Act  which  prohibits 
extending  compensatory  time  balances  over  several  pay 
periods. 

1.   In  the  latter  part  of  June,  the  Supreme  Court  struck  down  a  1974 
federal  law  extending  coverage  of  the  Fair  Labor  Standards  Act  to  most 
workers  employed  by  states  and  their  subdivisions.  The  decision  affirms 
the  rights  of  a  state  or  local  government  to  determine  its  own  labor 
relations  policies.  Current  state  policies  do  not  prohibit  this  practice, 

Recommendation,  Page  5. 

We  recommend  that: 

Employees  be  encouraged  to  properly  endorse  pay  warrants. 
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1.       We  concur. 

Recoirmiendation,    Page   6. 

We  recommend  that : 

The  department  provide  for  periodic  detailed  review 
of  employee  leave  records  by  someone  other  than  the 
clerk  who  maintains  them. 

1.   We  concur. 

Recommendation,  Page  6. 

We  recommend  that : 

The  department  set  up  a  more  thorough  review  program  to 
verify  mileage  claimed  and  to  determine  that  the  most 
economical  means  of  transportation  was  used. 

1.   We  concur. 

Recommendation,  Page  6. 

We  recommend  that; 

A  program  be  undertaken  to  inventory  all  lands  held  in 

the  name  of  the  state  and  that  proper  recording  be  verified. 

1.   We  concur  with  the  recommendation.  However,  legislation  is  probably 
needed  to  designate  responsibilities.  The  State  of  Montana  owns  property 
which  was  neither  acquired  by  nor  is  under  the  control  of  the  Board  of 
Land  Commissioners.  All  such  property  is,  by  law,  required  to  be  recorded 
in  the  Secretary  of  States  office.  The  recommendation  goes  beyond  the 
capabilities  and  authority  of  this  Department. 

Recotranendation,   Page   7. 

We  recommend  that : 

The  department  initiate  a  concerned  effort  to  select 
the  remaining  lands  available  to  the  state  as  a  result 
of  federal  grants. 

1.   Although  it  is  desirable  to  clear  the  accounts,  such  immediate 
selection  may  not  be  to  Montana's  best  advantage.  The  states  selections 
are  limited  to  unreserved  public  domain,  most  of  which  is  of  limited 
value.  Selections  should  be  made  at  the  time  most  advantageous  to  the 
school  trust  and  not  merely  to  clear  the  account.  The  department's 
recent  selection  of  highly  valuable  coal  property  is  a  good  example. 
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Recomnieudation,  Page  7. 

We  recommend  that : 

The  land  department  review  its  files  to  determine  the 
extent  to  which  small  parcels  withheld  from  sale  exist, 
reevaluate  the  reasons  for  originally  withholding  these 
parcels  from  sale,  and  take  appropriate  action  to  insure 
that  the  state  realizes  maximum  benefit  from  this  land. 

1.   An  inventory  was  made  in  1954  of  all  unsold  land.  At  this  time,  we 
noted  probably  less  than  a  dozen  tracts  where  the  land  was  sold,  less 
the  right-of-way.  Some  of  the  tracts  could  still  be  used  for  railroads, 
etc.  To  make  another  inventory  of  the  approximately  20,000  tracts 
probably  would  cost  more  than  the  present  value  of  the  revenues  from 
these  small  parcels.  As  each  tract  comes  to  our  attention  review  will 
be  made. 

Sincerely, 

Leo  Berry,  Jj:>5^,  Commissioner 
Department  of/ State  Lands 

CC:  John  Osborne 
LB/llw 
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